INFORMATION BULLETIN #57
SALESTAX

Revised March 1995
(replaces bulletin #57 dated June 29, 1984)

Disdamer: Informationd bulletins are intended to provide nontechnicd assstance to the generd public.
Every attempt is made to provide information that is consstent with the appropriate
datutes, rules and court decisons. Any information that is not consstent with the law,
regulations or court decisons is not binding on either the department or the taxpayer.
Therefore, the information provided herein should serve only as a foundation for further
investigation and study of the current law and procedures related to the subject matter
covered herein.

Subject: Drop Shipments
References: Ind. Code 00 6-2.5-3-1, Ind. Code 0 6-2.5-3-2, Ind. Code O 6-2.5-3-6, Ind. Code O
6-2.5-3-7, Ind. Code J 6-2.5-8-8

INTRODUCTION

Drop shipments involve the sale of goods by a seller who delivers the goods directly to the purchaser's
customer. However, thisis generaly not a three-party transaction, but two two-party transactions. The
firg transaction is the sdle from the sdler to the purchaser. The second transaction is the sde from the
purchaser to the purchaser's customer. There is not a transaction between the seller and the purchaser's
customer.

The generd datutes and regulations governing sales and use tax apply to both transactions.
DISCUSSION
Indiana use tax isimposed on the storage, use or consumption of tangible persond property acquired from

aretall merchant in aretall transaction. A person who acquires tangible persond property from aretail
merchant for ddlivery in Indianais presumed to have acquired the property for Sorage, use, or consumption
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in Indiana, unless the person or the retaill merchant can produce evidence to rebut that presumption. The
location of the seller and the purchaser isirrdevant to thisandyss. It isthe shipment of the property within
or into Indiana which givesrise to the sdler's obligation to collect sales or use tax.

A regigtered retail merchant isrequired to collect use tax on purchases ddivered into Indiana and sales tax
on purchases delivered within Indiana unless the merchant receives a vaid exemption certificate from the
purchaser. A person who makes a purchase in a transaction which is exempt from sales and use taxes may
issue an exemption certificate to the sdller instead of paying the tax.

The purchaser must issue the certificate on forms and in the manner prescribed by the Department. The
following are the only persons authorized to issue exemption certificates:

1. Retal merchants, wholesders, and manufacturers who are registered with the Department;

2. Not-for-profit organizations which are exempt from saes tax on the purchases in question;
and

3. Other persons who are exempt from the state gross retail tax with respect to any part of
their purchases.

SALESFOR RESALE

Generdly, the exemption form prescribed by the Department for resale purposesis the ST-105. Only an
Indianaregisered retall merchant may issue an ST-105. When the purchaser is an Indianaregistered retail
merchant, the purchaser may issue an ST-105 to the sdller and dleviate the seller's obligation to collect sdles
tax. Since the purchaser's cusomer is not a purchaser relaive to the sdler, the purchaser's cusomer cannot
issue avaid exemption certificate to the sl er.

If the purchaser is not required to be registered with the Department, the sdler may accept documentation
from the purchaser indicating that the purchaser is not required to be registered and that the purchaser is
resdlling the property being purchased. Such documentation must indude the following:

1. Purchaser'sname;

2. Purchaser's address;

3. Purchaser's federd 1D number or Socid Security number and home state sales tax regidtration
number if gpplicable;



Information Bulletin #57
March 1995

Page 3

4. Description of the articles purchased;

5. Statement indicating that the articles purchased are to be resold and that the purchaser is
not required to register as an Indianaretail merchant; and

6. Authorized Sgnature of the purchaser.

Failure to include any one of the above required pieces of information may result in the seller incurring
respongibility for the tax.

CONCLUSION

In the usud drop shipment scenario, the transaction that is subject to tax is the one between the purchaser
and the purchaser's cusomer. Therefore, the liability for payment and collection will generdly be
determined by gpplying the generd statutes and regulations governing sales and use tax to this transaction.
The transaction between the sdler and the purchaser will normaly be exempt as a sde for resde if the
above procedures are properly followed.

Kenneth L. Miller
Commissioner
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